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Abstract 
This paper investigates whether Korean fund managers possess market-timing ability by considering portfolio holdings. 
Early studies employing return-based timing measures typically provided evidence of limited or no market-timing ability 
for mutual fund managers in the U.S., the U.K., Australia, among others. On the contrary, recent studies that employ 
measures based on portfolio holdings, most notably Jiang et al. (2007), have suggested that U.S. mutual fund managers 
have such ability.  In line with this result, we test this evidence in Korean fund market. We think that this is the first study 
to provide an in-depth analysis of the performance of Korean fund managers by considering a comprehensive sample of 
fund holdings and using tests based on fund holdings and those based on returns, as in Jiang et al. (2007). Our empirical 
results indicate that on average, active managers of equity funds have a positive market-timing ability for long forecast 
horizons These results are consistent with the findings of Jiang et al. (2007). The implications of these empirical results 
suggest that Korean fund managers utilize market timing to enhance the performance of their actively managed equity 
funds. 
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1. Introduction 
In recent years, we have witnessed the tremendous growth of the Korean fund industry. For example, 
actively managed equity funds increased 1,500% from approximately 6.92 trillion KRW in 2001 to 116.35 
trillion KRW in 2007, an average annual growth rate of approximately 78%. Here are the reasons why Korean 
fund industry is important to international investors. First, Korean capital market is important to foreign 
investors because it has a large proportion in emerging market, particularly in Asia-Pacific rim. Second, 
among emerging market countries, Korea is one of prominent countries where international investors actively 
rebalance their investment portfolios. Therefore, foreign investors have to watch Korean capital market to 
manage their risk and performance. According to Korean Financial Investment Association (2010), Korea 
stock market is ranked 12th in terms of liquidity in the world with average daily trading of about $5 billion. 
This is why foreign investors have to focus on Korean fund market among emerging markets. 
As Korean fund industry rapidly grows and international investors become more interested in Korean 
capital market, the performance evaluation of actively managed funds in Korea has attracted considerable 
interest from both academics and practitioners.  
For international mutual fund markets, it has been an extensively-studied issue to disentangle market 
timing ability and stock selection ability from an overall performance of a mutual fund manager.2  
Starting with the pioneering work of Treynor and Mazuhy (1966, TM), a number of studies have provided 
empirical analyses of the market-timing ability of mutual fund managers in the U.S. and other countries. Most 
of the previous studies have used monthly data in both TM’s quadratic regression and Henriksson and 
Merton’s (1981, HM) option-based (“dual beta”) approach. Earlier studies typically have provided limited or 
no evidence of market-timing ability for mutual fund managers in the U.S., and some studies even find 
negative market-timing skills (Kon, 1983; Henriksson, 1984; Jagannathan and Korajczyk, 1986; Cumby and 
Glen, 1990; Chen et al., 1993; Coggin et al., 1993). Lee and Rahman (1999) provide the results look similar 
but not different, reporting that 16 to 28 out of 93 funds in their sample show significant positive market-
timing ability, whereas a majority of funds exhibit no such ability. Fletcher (1995) implements the same tests 
with U.K. data and found that U.K. funds exhibit ”perverse” market-timing performance and that this tends to 
be offset by positive stock selection ability. Hallahan and Faff (1999) find basically the same results with data 
on Australian equity trusts.  
The empirical evidence of limited or no market-timing ability presents a puzzle because the follows are 
just findings by JYY (2007) and cannot be claimed as a reality. That is, Jiang et al. (2007) indicate that fund 
managers are believed to be sophisticated and informed traders, and many clients (as fund investors) are 
willing to pay fund managers high fees for their services, which are deemed to produce superior results. This 
raises the question of “whether mutual fund managers can systematically pick the best stocks that allow them 
to earn back a significant fraction of the fees and expenses that they generate.”3 Recent studies have focused 
on empirical questions such as, “Is such empirical evidence the result of a modeling problem or a data 
problem?”  
Bollen and Busse (2001) point out that statistical tests used in previous studies are weak because they are 
based on monthly data. Using daily data, they provide the evidence of market-timing ability for a large 
number of funds in their sample. A recent study by Jiang et al. (2007, JYY) is noteworthy in that they suggest 
that not all but on average U.S. equity funds have significant market-timing ability. Unlike most of the 
 
 
2 See Lee and Rahman (1999). Fama (1972) classifies fund managers’ skills into two components: 1) forecasts of price movements of 
individual stocks and 2) forecasts of price movements of the general stock market as a whole. The former is known as “microforecasting” 
or “security analysis,” and the latter as, “macro forecasting” or “market timing.”  
3 p. 1035 of Daniel et al. (1997). 
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previous studies, which have typically employed return-based tests, JYY (2007) use a empirical test based on 
fund holdings as suggested by Daniel et al. (1997, DGTW) and provide the evidence contradicting previous 
findings. JYY (2007) argue that tests based on fund holdings have more statistical power to detect abnormal 
returns than those based on returns and that as a result, previous studies using return-based tests tend to be 
biased and spurious.4 They conduct further analyses to show that market-timing funds tend to use nonpublic 
information to predict market returns and are characterized by high industry concentration, large funds, and 
small-cap stocks. 
Following JYY, the present study empirically examines whether managers of actively managed equity 
funds in Korea have market-timing ability by using data on each fund’s holdings. Few studies provide an 
empirical analysis of fund managers’ performance in the Korean context. Following either the TM or HM 
model, Song and Jin (1992), Lim and Woo (1997), and Park and Chang (2001) employ return-based tests and 
suggest that Korean fund managers have neither a stock-picking ability nor market-timing ability. However, 
although these studies are pioneering, they have provided only tentative findings because they consider a 
small number of funds and a short sample period. Sohn and Shin(2010) provide that using fund portfolio 
holdings, Korean fund managers have stock selection ability in single factor, FF-3 factor and Carhart-4 factor 
models.  
In this paper, we find other evidence for market timing ability using different approaches in comparing the 
previous studies. We ensure that this study is the first to provide an in-depth analysis of the market timing 
performance of Korean fund managers by considering a comprehensive sample of fund holdings. 
Following JYY, we use measures based on fund holdings and those based on returns. The results of an 
analysis using a sample of 793 actively managed Korean equity funds for the period from November 2001 to 
December 2008 are inconsistent with the findings of previous studies: both return-based and holding-based 
measures demonstrate significant positive market-timing performance. This result indicates that it has positive 
market timing ability, implying that fund managers time market to enhance their performance. This evidence 
is investigated deeply from our empirical analysis in this paper. 
The rest of this paper is organized as follows. Section 2 constructs the measures of market timing and 
extends these measures by using various models. Section 3 describes the data, and Section 4 presents the 
empirical results, which indicate that managers of actively managed Korean funds have market-timing ability. 
Section 5 concludes. 
2. Market-Timing Measures 
In this section, we provide a brief review of return-based and holding-based measures of market-timing 
ability by focusing on the TM and HM models and present the empirical results obtained using these 
measures. 
2.1. Market-Timing Measures Based on Returns 
The original TM market-timing measure is the coefficientJ estimated in the following model: 
2
, , , , ,i t i m t i TM m t i tr r r eD E J      (1) 
 
 
4 JYY verify, through a simulation study, that tests based on fund holdings are more powerful than return-based tests in that they do 
not suffer from artificial timing bias because of dynamic trading effects and option-like features of stock returns.  
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where ri,t is the excess return on fund i at time t and rm,t is the excess market return at time t. The logic is 
as follows: If a fund manager forecasts that the market will rise (fall) in the near future, then he will switch his 
investment from less (more) risky securities to more (less) risky ones. In other words, if a fund manager 
increases (reduces) the portfolio’s market exposure before the increase (decrease), then the portfolio return 
will lead to a convex relationship between fund returns and market returns ex post, which is captured by the 
square term in the model, and J will be positive. 
The HM market-timing measure is the coefficientJ estimated in the following model:  
 
, , , , ,i t i m t i HM t m t i tr r I r eD E J      (2) 
where I is an indicator value that equals 1 if ,m tr is positive and 0 otherwise. The basic assumption of this 
model is that the fund has two target betas when managers are engaged in market-timing activity. Managers 
switch between a high beta in anticipation of a bull market (i.e., ,m tr >0) and a low beta in anticipation of a 
bear market (i.e., ,m tr <0). TheJ coefficient captures the difference between these two betas (hence the name 
“dual beta” model). Again, a positive coefficient J implies that managers of actively managed funds have 
market-timing ability.5 
However, the TM and HM market-timing measures do not provide a complete picture. As Grinblatt and 
Titman (1994) suggest, tests of market performance are quite sensitive to the choice of a benchmark. The 
seminal work by Fama and French (1993) suggests that other than the market factor, two additional factors—
firm size (SMB in tables) and the book-to-market ratio (HML)—need to be added as benchmarks to the 
original CAPM. Carhart (1997) argue that the momentum (MOM) should be added as the fourth factor for 
properly evaluating fund performance. To avoid rewarding fund managers for simply exploiting these 
anomalies, our tests use the three-factor and four-factor versions of Equations (1) and (2).  
 
2.2 Market-Timing Measures Based on Holdings 
We follow JYY to calculate holding-based measures. Holding-based data include information on 
individual stocks held by each fund. If information on portfolio holdings of a fund is available, then we can 
estimate the fund beta and directly test market-timing ability because market-timing ability can be identified 
by examining the relation between the (time-varying) fund beta and the market return ,m tr . Such a relation can 
be expressed as a linear relation between the two variables as follows: 
0 ,t m t trE E J K    (for the TM measure) (3) 
0 , 0mt r t t
IE E J K!    (for the HM measure) (4) 
where
, , 0mr t
I ! is an indicator value that equals 1 if , 0m tr ! and 0 otherwise. A significant positive 
coefficient J implies the fund’s positive timing ability. In this study, we use this idea to test the market-
timing ability of Korean fund managers.  
 
 
5 The original TM and HM measures have been used in various forms in previous studies to analyze the market timing ability for 
mutual funds (Kon, 1983; Chang and Lewellen, 1984; Henriksson, 1984; Cumby and Glen, 1990; Ferson and Schadt, 1996; Becker  et al., 
1999). Most of these studies have found negative (and nonsignificant)  market timing performance in the mutual funds. 
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Following JYY, we also estimate the fund beta as a weighted average of betas estimated for individual 









 ¦ , (5) 
where ,i tw is the portfolio weight for stock i at time t and ,iˆ tb is the beta for stock i estimated at time t. 
Substituting ˆtE  for tE  in equations (3) and (4), we obtain Equations (6) and (7) as follows and estimate the 
market-timing measure J  directly from these equations: 
0 ,
ˆ
m t tt rE J KE      (for the TM measure) (6) 
0 , 0
ˆ
mt r t t
IE E J K!     (for the HM measure) (7) 
3.  Data and Summary Statistics 
The Korean fund data set for this study as obtained from Zero-In Fund Evaluation Company, whose fund 
database contains information on monthly returns and fund characteristics such as total net asset value, 
expense ratio, and number of shares from November 2001 to December 2008. Unfortunately, it does not 
include returns or the industry classification for individual stocks in portfolios. Thus, we obtain this 
information from the FnGuide database, resulting in a combined database reflecting Zero-In portfolio 
holdings and FnGuide stock returns. We manually match stocks in these two databases by stock code, time, 
and fund name. 
Because this study focuses on actively managed stock funds, we include only equity funds which are 
invested more than 70% in stocks based on Zero-In Fund Evaluation Company’s classification. This company 
classifies funds into several types, including stock funds (pure), stock funds (asset allocation), small-medium 
stock funds, dividend funds, theme funds, KOSPI 200 Index funds, other index funds, mixed funds with 
stocks, and mixed funds with bonds. We exclude these funds from our sample. In addition, we also exclude 
from our sample those funds whose net asset value is less than KRW 5 billion, number of shares is less than 
10, and age is less than 12 months. The final sample includes more than 90% of all funds. 
To determine whether daily and monthly data generate different inferences, we construct monthly returns 
from daily returns  
Table 1. Summary Statistics: fund characteristics 
 Mean Median  Max Min 
Total number of funds 793    
Number of stocks held by fund 48.20  48 85 11 
Total net asset value (unit: 1 billion KRW) 97.4 17.1 3,000 5 
Monthly fund raw returns (%) 0.366  0.876  46.968  -26.247  
Monthly value-weighted market returns (%) -0.775  0.543  12.345  -26.531  
Expense ratio (%) 1.95  2.40  3.50  0.00 
Turnover(ratio) 0.06068  0.05421  0.19948  0.000003  
 
Table 1 shows the summary statistics for fund characteristic variables. Except for the total number of 
funds, each value is obtained by averaging first over the time series and then across funds. The total number 
of funds over the sample period is 793. The average number of stocks held by Korean funds is 48. For 
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comparison purposes, JYY find that the average number of stocks held by U.S. mutual funds is 102.15. This 
indicates that, on average, Korean funds hold fewer stocks than U.S. mutual funds. 
The average net asset value of funds is KRW 97.4 billion, but varies widely across funds from a minimum 
of KRW 5 billion to a maximum of KRW 3,000 billion. The average monthly raw return is 0.37%, ranging 
from -26.25% to 46.97%. Compared with the average market return of -0.78%, actively managed equity funds 
perform well. The average total expense (including fees) is 1.95% (median=2.40%).  
Following JYY, we estimate the fund beta as a weighted average of betas estimated for individual stocks 
held by each fund by using Equation (5). 
4.  Empirical Results 
This section presents the empirical results for Korean fund managers’ market-timing ability, which are 
obtained using return-based and holding-based measures. With the TM and HM baseline models, our tests 
employ various model specifications, including the single-factor model (CAPM), the Fama-French three-
factor model, and the Carhart four-factor model. In further analyses employing holding-based tests, we sort 
gamma (γ) from the lowest to the highest based on the gamma estimated using the baseline model and 
grouping each quintile to obtain evidence of market-timing ability from each quintile. For each quintile, we 
test various model specifications using the OLS method with Newey-West t-statistics. 
4.1. Empirical Results from Return-based Timing Measures 
For comparison purposes, we employ return-based tests (1) and (2) to estimate γ for each fund using daily 
and monthly fund returns and market returns. The t-statistic for estimating γ is computed using Newey-West 
heteroskedasticity and the autocorrelation-consistent variance estimator with a three-month lag as in JYY 
(2007). 
As shown from daily base return in Table 2, we find the positive market timing ability of fund managers. 
Specifically, for TM model based on daily fund return, the coefficient of γ™ is significant and positive value 
at the 1% level for single, FF 3-factor, and even Carhart 4- factor model. For HM model based on daily fund 
return, we find the same result in market timing. As a result, we confirm that there is positive market timing 
ability of Korean fund managers based on daily fund return. 
In addition, from monthly return base, Table 3 shows the results of the tests with return-based market-
timing measures based on the TM and HM models, including cross-sectional statistics, t-statistics for the 
single-factor, FF 3-factor, and Carhart four-factor models. As shown in Table 3, we find the mean value of the 
estimated coefficient γ as market-timing ability based on monthly return. For the single-factor model in Panel 
A for the TM model and in Panel B for the HM model, actively managed funds exhibit the positive market 
timing ability to time the equity market. The estimated timing coefficient J  is positive and significant at the 
1% level. Specifically, the market-timing coefficient J  from the single-factor model with the TM and HM 
timing measures is 0.4215 with the t-statistic of 24.40 and 0.1349 with the t-statistic of 18.31, respectively, 
implying the existence of positive market timing ability. In addition, for the FF 3-factor and Carhart four-
factor models, the estimated timing coefficient J  is also positive and significant at the 1% level, implying 
positive market-timing ability.  
Thus the results for single, FF 3-factor and Carhart four-factor models are inconsistent with the findings of 
previous studies in Becker et al. (1999) for actively managed equity funds in the U.S. and Song and Jin 
(1992), Lim and Woo (1997), and Park and Chang (2001) for actively managed equity funds in Korea.  
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Table 2. The Results of Market Timing with Return-based Measures based on Daily Data 
Panel A: TM Model(daily return base) Panel B: HM Model(daily return base) 
 Single factor FF 3 factor Carhart 4 factor Single factor FF 3 factor Carhart 4 factor 
α 0.0000 0.0001 *** 0.0001 *** -0.0001 *** 0.00001 *** 0.0001*** 
 (0.21) (5.13) (3.16) (-7.44) (4.21) (2.66)
Market 0.9131 *** 0.8955 *** 0.8955 *** 0.8850 *** 0.8786 *** 0.8786*** 
(1841.95) (1547.24) (1547.24) (1104.00) (1085.64) (1082.72)
γTM 0.7238 *** 0.5132 *** 0.5146 ***   
(56.93) (39.22) (39.28)   
γ HM    0.0476 *** 0.0231 *** 0.0233*** 
   (33.52) (15.94) (16.01)
SMB -0.0558 *** -0.0559 *** -0.0600 *** -0.0601*** 
 (-72.47) (-72.51) (-78.08) (-78.10)
HML -0.0024 ** -0.0023 ** -0.0060 *** -0.0060*** 
(-2.48) (-2.43) (-6.33) (-6.29)
MOM -0.0185 ** -0.0133
Notes: ***, **, and * denote significant at the 1%, 5%, and 10% level, respectively. 
 
Table 3. The Results of Market Timing with Return-based Measures based on Monthly Data 
Panel A: TM Model(monthly return base) Panel B: HM Model(monthly return base) 
Single factor FF 3 factor Carhart 4 factor Single factor FF 3 factor Carhart 4 factor 
α 0.0045 *** 0.0042*** -0.0034 *** 0.0009 *** 0.0030*** -0.0042 *** 
(25.47) (22.92) (-4.30) (2.87) (11.66) (-5.12) 
Market 0.9420 *** 0.9159*** 0.9193 *** 0.8560 *** 0.8607*** 0.8635 *** 
(400.50) (389.43) (387.85) (252.90) (243.2) (243.68) 
γ™ 0.4215 *** 0.2924*** 0.2987 ***  
(24.40) (16.82) (17.22)  
γHM   0.1349 *** 0.0925*** 0.0923 *** 
  (18.31) (12.49) (12.50) 
SMB  -0.1195*** -0.1116 ***  -0.1244*** -0.1173 *** 
 (-39.06) (-35.40)  (-40.89) (-37.46) 
HML   -0.0888*** -0.0898 ***  -0.0899*** -0.0907 *** 
 (-22.29) (-22.61)  (-22.27) (-22.52) 
MOM  0.0772 ***  0.0721 *** 
 (9.91)   (9.22) 
Notes: ***, **, and * denote significant at the 1%, 5%, and 10% level, respectively. 
 
To investigate whether the market timing contributes to stock selection ability, we estimate alpha values 
from models without and with the market factor. Thus we compare alpha value estimated from single factor 
model without the market timing factor with alpha value estimated from single factor model with the market 
timing factor in Panel A of Table 3. From this estimation, we find that the estimated alphas become smaller 
with the market-timing factor. Specifically the alpha value of 0.0071, estimated as the stock selection ability 
with a single factor, is reduced by approximately 37% to 0.0045, which is estimated from TM market timing 
model with the single-factor in Panel A of Table 3. This evidence implies that the value added from market-
timing strategies can explain a substantial portion of the aggregate abnormal return. Thus, this evidence 
suggests that fund managers utilize market-timing strategies to enhance fund performance. 
The results for the HM timing measure in Panel B of Table 3 indicate the economic value of market-timing 
ability. The timing coefficient in the HM model 
, 1 0mr t
I  !  is equivalent to the payoff from the option–style. As 
suggested by Merton (1981), the value of market-timing ability can be calculated using the Black-Scholes 
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option formula if relevant assumptions are satisfied. Thus, we follow Merton’s assumptions about underlying 
stock prices and exercise prices. The results indicate that market-timing funds would see additional KRW 
11.7 (1.17%) per annum through their market-timing ability for every KRW 1,000 which is invested in fund. 
These values are economically large, indicating that market timing can be a core investment strategy for fund 
managers. 
In sum, these results indicate that on average, return-based timing measures based on the single-factor, the 
Fama-French three-factor, and Carhart four-factor are positive, confirming the existence of market-timing 
ability. This evidence suggests that there is positive market timing ability of fund manager in Korean fund 
market. These results are also robust regardless of factors. 
Therefore, return-based market timing measures can provide consistent results for market timing ability. 
For our study, we focus on examining market-timing ability using holding-based measures. As Jagannathan 
and Korajczyk (1986) and Goetzmann et al. (2000) mentioned, market-timing effects based on return-based 
tests can be downward biased because of dynamic trading effects and option-like features of fund returns, 
which are referred as artificial timing.  
To verify the existence of artificial timing bias in market timing, JYY  
(2007) implement both tests and find differences in statistical power between return-based and holding-based 
tests from the information used in each test. JYY (2007)’s simulation results indicate that standard errors for 
holding-based measures can be several times smaller than those for return-based measures and suggest that, 
even when fund holdings are observed less frequently than fund returns, holding-based tests have more 
statistical power than their return-based counterparts. Following Jagannathan and Korajczyk (1986), 
Goetzmann et al. (2000), and JYY (2007), we conduct a holding-based test to verify the existence of market-
timing effects in details. 
4.2.  Empirical results from holding-based measures 
To test market-timing ability using holding-based measures, we focus on the TM market timing measure in 
equation 6. We consider 1-month, 3-month, and 12-month forecast horizons. In other words, market returns 
are measured over one, three, and twelve months after the date of portfolio holdings. The beta of each stock is 
estimated using one-year daily stock returns with rolling windows (1-year interval). This measurement is 
different from that in JYY (2007). However, JYY (2007) document no material changes to conclusions as a 
result of the beta used in this paper. 
Table 4 reports the results of the tests of holding-based market-timing measures based on the TM model at 
the aggregate level. First, for the one-month forecast horizon, the market-timing coefficients( J ) are all 
negative and significant at the 1% level regardless of factors, suggesting that fund managers do not succeed in 
predicting short-term (i.e., 1 month) market movements in the right direction. Second, for the three-month 
forecast horizon, the market-timing coefficients ( J ) are all positive and significant at the 1% level regardless 
of factors, indicating the existence of market-timing ability. Third, for the twelve-month forecast horizon, the 
market-timing coefficients( J ) are also positive and significant at the 1% level regardless of facts, implying 
that fund managers have the ability to predict long-term (i.e., 1 year) market movement.  
These results indicate that Korean fund managers have the ability to time market over investment horizons 
longer than one month. Based on this evidence, we conjecture that Korean fund managers have the forecasting 
ability to time markets over long investment horizons but do not have such ability for short investment 
horizons because they tend to consider long-term strategies to improve their returns. 
The positive timing abilities indicated by return-based measures based on the single factor, FF 3-factor, 
and Carhart 4-factor are consistent with the results obtained using holding-based measures for long horizons 
regardless of the factors.  
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In summary, the results provide the evidence of positive market-timing ability for 3-month and 12-month 
time horizons on average, but negative market-timing ability for short horizons as 1-month. 
 
Table 4. The Results of Market Timing with Holdings-based Measures 
 α  γ  SMB  HML   MOM  
Panel A: 1- Month Forecasting       
Single factor           
coefficient 1.0794 *** -0.0744 ***      
t-statistic (2185.27) (-9.79)       
FF 3-factor        
coefficient 1.067 *** -0.05624 *** -0.3709 *** 0.3261 ***   
t-statistic (1659.87) (-7.38) (-31.26) (23.34)   
Carhart 4-factor        
coefficient 1.0267 *** -0.0473 *** -0.3095 *** 0.2964 *** 0.4514 *** 
t-statistic (985.19) (-6.24) (-25.61) (21.31) (22.16) 
Panel B: 3- Month Forecasting       
Single factor          
coefficient 1.0776 *** 0.0365 ***      
t-statistic (2101.21) (4.53)       
FF 3-factor        
coefficient 1.0709 *** 0.0452 *** -0.1987 *** 0.1725 ***   
t-statistic (1572.46) (5.52) (-15.91) (11.82)   
Carhart 4-factor        
coefficient 1.0161 *** 0.0542 *** -0.1160 *** 0.1249 *** 0.6186 *** 
t-statistic (509.52) (6.73)  (-9.19) (8.65)  (29.14) 
Panel C: 12- Month Forecasting       
Single factor           
coefficient 1.0797*** 0.0681 ***      
t-statistic (1705.12) (6.28)       
FF 3-factor        
coefficient 1.0777*** 0.0805 *** 0.2079 *** 0.1152 ***   
t-statistic (1280.95) (7.38) (13.85) (6.91)   
Carhart 4-factor        
coefficient 1.0175*** 0.0311 *** 0.3207 *** 0.0236 0.7264 *** 
t-statistic (455.62) (2.87) (21.13) (1.42) (29.01) 
Notes: ***, **, and * denote significant at the 1%, 5%, and 10% level, respectively 
5. Conclusion 
Using portfolio-holding data on actively managed funds in Korea, we investigate whether fund managers 
time the market. So far, any study did not handle this issue in the Korean fund market. Using traditional 
return-based timing measures, a number of previous studies have found insignificant and even negative 
market-timing performance for mutual funds in the U.S. These results suggest that fund managers do not 
exploit the predictability of market returns. However, a recent study by JYY (2007) provides evidence of 
market timing using holding-based measures.  
We examine the market-timing ability of actively managed equity funds in Korea using portfolio-holding 
data. Our market-timing measures are not subject to artificial timing bias and are spurious. 
We perform both return-based and holding-based tests. The results suggest that, on average, Korean fund 
managers possess market-timing ability for longer forecast horizons; these results remain robust after 
controlling for additional variables.  
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The evidence of this paper suggests that the positive market-timing ability of Korean funds have important 
economic implications. When evaluating fund performance, investors should pay particularly close attention 
to Korean fund managers’ market-timing ability. 
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